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SUMMARY 


U.S. exports to Poland rose dramatically in 1973 and 
further increases are expected in 1974. As it has for 
the past three years, Poland continues actively to seek 
Western technology for the modernization of its economy 
and for the establishment of an industrial base capable 
of increasing exports to the West. At home, rising 
wages, high investments, and a price freeze on basic 
food items in the face of rising import~ costs created 
latent inflationary pressures, but the standard of 
living continues to rise and nearly all planned targets 
continue to be met. Real wages rose 10% in 1973. 
Although the national economic plan for 1974 indicates 
a slight drop in the rate of growth of the past three 
years, the Polish economy retains considerable dynamism. 


Poland's new foreign trade policy has greatly increased 
imports from the West and has created a balance of trade 
deficit with the hard-currency nations amounting to over 
$1 billion in 1973. The country therefore counts heavily 
on its recent investments in Western technology to begin 
soon to pay off in increased export earnings. Should 

the international economic situation or other factors 
cause Polish exports to the West to decline, a sharp 

drop in Polish imports might reasonably be expected. 





Current Economic Situation and Trends 


General policye Since coming to power in December 1970, the Gierek 
regime has sought to improve economic conditions bys 


-- holding the line on the cost of food, the main item 
in the Polish family budget; 

-- raising the real wage of industrial workers; 

-- continuing the policy of industrialization of the 
economy; 

-- increasing food supplies, especially meat, by 
eliminating compulsory deliveries and increasing the price 
paid by the State to farmers; 

-- borrowing heavily in the West for imports of needed 
investment goods, technology, and, in some cases, consumer 
goods. 


These policies have in large measure brought success. 

The prices of basic food items, frozen at December, 1970, 
levels since January, 1971, are to be maintained through 
1974, though at the cost of a heavy State subsidy. The 
average real wage of workers in State-owned and cooperative 
enterprises is now more than 22% greater than it was in 
January, 1971. Average real wages rose 10% in 1973 and, 

by the end of 1974, should grow an additional 5% over the 
1973 level. The rate of growth in most sectors of the 
economy is expected to slow somewhat in 1974 as the leader- 
ship tries to cope with the inflationary pressures created 
by rising wages and frozen prices and with the rapidly 
growing trade deficit with the industrial West. The Polish 
economy maintains considerable dynamism nonetheless. 


New Directions. In the domestic economy, the past two 
years have seen some hesitant steps toward decentralization 
of authority in the industrial sphere. Since the first of 
January, 1973, some thirty major industries have been 
reconstituted as “large economic organizations" (abbreviated 
in Polish as "WOG") whose managers exercise greater control 
over wages, employment, plant organization, investment 
policy, and even foreign trade than was possible during 

the 1960S-e Although performance of the WOG's is 
measured in terms of value added, sales and profits rather 
than in terms of gross production figures, managers are 
still unable to set prices or adjust product mix. While 
the trend toward decentralization of authority is expected 
to continue, there is no indication that economic reform 
will lead to reliance on market forces rather than central 
planning to determine the allocation of resources. 





Policy changes have had greater impact on foreign trade. 
In the past three years, total foreign trade turnover has 


risen by about 64%, reaching a level of over $14 billion 
in 1973. 


The increase in turnover is less significant than changes 
in the direction and balance of Polish foreign trade. 
Since 1970, there has been essentially no change in the 
direction of Polish exports, with about 30% going to the 
nations of the industrial West and about 60% to the CEMA 
countries. The source of Polish imports, however, has 
changed dramatically. Imports from the industrial West 
amounted to only 25.8% of the total in 1970; in 1973, they 
should amount to about 42% of the total. The percentage 
of imports from CEMA countries has correspondingly fallen 
from 65.8% in 1970 to an estimated 50% in 1973. This 
change in direction indicates Polish willingness to incur 
a large hard-currency debt to finance its imports. Although 
in 1973 Poland achieved for the first time in many years a 
modest positive balance in trade with CEMA countries, its 
trade deficit with the industrial West is expected to 
exceed $1 billion. This deficit is only partially offset 
by invisible earnings from shipping and remittances; most 
of it is accounted for by debt. 


Outlooke In the domestic economy, the plan for 1974 calls for 

continued growth of industrial production, but at a rate somewhat 

lower than that of the past two yearse (11% in 1974, as compared 

to 12% in 1973 and 14% in 1972)e Efforts will be made again to 
hold down investment spending to planned levels, but they 
are not likely to be more successful than in 1973, when 
investments exceeded the plan by about 70%. Despite some 
difficulties in obtaining oil products, Polish officials 
have stated that the country will pursue its ambitious 
plans for expansion of the automotive, chemical, and petro- 
chemical industries. Other priority sectors of the 
economy include livestock production; coal production; 
copper mining, smelting, and processing; shipbuilding; and 
electronics. Prices of many goods, but not food, are 
expected to increase, as will wages. Sharp increases have 
already occurred in the prices for gasoline, diesel fuel, 
and heating oil (rarely used for home heating), and the 
prices of luxury goods will doubtless rise as well in an 
attempt to reduce inflationary pressures. The reorganiza- 
tion of the industrial structure should continue along the 
lines indicated above to embrace perhaps 50 industries by 
the end of 1974. 


In foreign trade, the trends of the past few years in the 
direction, volume, and balance of trade are also likely to 


continue through 1974. Although the price of coal should 
continue to rise, Poland may not be able to increase its 





coal exports rapidly enough to improve its terms of trade 
in the face of increased prices for essential commodity 
imports. Looking beyond 1974, Poland may have to pay 
higher prices for Soviet crude oil, which now supplies 
about 85% of the country's petroleum needs. Such a 
development could force a shift in the direction of trade 
and could, by necessitating increased Polish deliveries to 
the USSR, seriously affect Poland's ability to export to 
the West. A decline in hard-currency export earnings would, 
in turn, affect Poland's ability to roll over its rising 
hard-currency debt and could thus result in a sharp 
reduction of imports from the West. For this reason, 
future imports of Western equipment and technology will 
likely be increasingly tied to rapid amortization of 

the hard-currency costs through exports. In the long term, 
however, Poland's investments since World War II in coal 
mining, and more recently in coal-conversion research, 
could establish the country in the favorable position of 

a major net energy exporter. 


Implications for the United States 


Volume of trade. The recent improvement in U.S.-Polish 
trade and economic relations, highlighted by the extension 
of Export-Import Bank facilities to Poland in November, 
1972, has brought about a surge in U.S. exports,from 

$122 million in 1972 to $350 million in 1973. Poland had 
run a trade surplus with the United States of about 

$30 million annually from 1964 to 1972; in 1973 its deficit 
with the U.S. amounted to $168 million. U.S. exports to 
Poland should increase substantially again in 1974; U.S. 
imports from Poland are also likely to increase, but by a 
lesser amount. Eximbank final commitments on direct loans 
to Poland in support of major U.S. export contracts 
totaled approximately $74 million at the end of 1973. 


Joint ventures. Polish authorities have for some time been 
studying the possibility of accepting equity investment 

in Poland by Western firms. We understand that regulations 
have been considered which would permit equity investment 
on the basis of Polish majority control, with provision 

for shared management responsibilities and for repatriation 
of profits. A number of problems remain, however, and no 

new regulations have yet been published. Polish authorities 
have maintained nonetheless that even in the absence of 

any published legal framework, joint venture proposals 

from Western firms should be presented to and will be 
considered by potential Polish partners. Although move- 
ment in this area remains slow, we believe that U.S. 

firms which are interested in establishing joint ventures 
in Eastern Europe should explore the possibilities which 
may open up for such arrangements in the Polish market. 





Industrial Cooperation. "Industrial cooperation" agree- 
ments, which do not involve equity investment by the 
Western partner, are an important feature of U.S.-Polish 
trade. Such agreements, which generally run for 8-10 
years, commonly involve manufacture in Poland under 
license of U.S. trademark goods. A portion of the 
production may be bought back by the U.S. firm for 
marketing in Western countries, while the remainder 
supplies the Polish domestic market and may be sold as 
well by the Polish partner within CEMA, Since such agree- 
ments permit Poland to acquire Western technology with a 
relatively small expenditure of hard currency, and to 
obtain assured export markets in the West, they have met 
with great favor here. For similar reasons, Polish trade 
officials will often prefer to purchase licenses for 
manufacture rather than the goods themselves. 


Opportunities for U.S. exporters. Agricultural commodities, 
principally soybean oilcake and meal, soybeans, wheat, 

corn, and hides and skins were by far the principle 
components of U.S. exports to Poland in 1973 and should 
continue to dominate for several years to come. In other 
areas, prospects for U.S. exports appear best where 

American technology can contribute most strongly to increased 
productivity in priority sectors of Polish industry and 

to the improvement of Poland's ability to export to the 
industrial West. In addition to price, quality, and 


delivery terms, Polish trade officials will examine financing 
counterpurchase arrangements, and possibilities for long- 
term “industrial cooperation" in making major import 


decisions. Some of the major areas of opportunity for U.S. 
exporters are: 


Livestock production. Per capita consumption of meat 
should rise to over 60 kilograms in 1974, and meat 


shortages may well develop as wages rise and demand out- 
strips supply. Although little movement in this direction 
has been noted up until now Poland is interested in 
modernizing livestock production through the introduction 

of confinement and feeding systems for beef cattle, 

dairy cows, and swine. Technology for this development will 


have to be imported from the West, and perhaps equipment as 
well. 


Transportation. The need to improve land, sea and air 
transport in Poland is clear. Plans for expansion of the 
highway network and the major seaports in Gdansk-Gdynia and 
Szczecin-Swinoujscie are well along; plans for the develop- 
ment of a new international airport in Warsaw and for the 
improvement of several existing domestic airports are less 
advanced. Electrification of the railway network continues, 
and Warsaw plans to build a municipal subway system. These 
plans offer opportunities to U.S. firms in the fields of 
material handling, construction, construction materials, air- 
ground support, and rail transport. 





Coal conversion, Reserves of coal in Poland are 
estimated at over 150 billion tons. Poland is a major 
producer and exporter of metallurgical coal, hard coal, 
and brown coal, and is continuing exploration and the 
mining of new deposits. Research on coal liquefaction 
and gasification is being vigorously pursued. Opportunities 
exist for industrial and scientific cooperation in this 
area, 


Food processing and packaging. Investments in this 
area remain high as the leadership works to provide greater 


supplies of meat and more attractively packaged foods. 
Poland is hoping to begin production of new foods, such as 
breakfast cereals, potato chips, and other snacks, on 

the basis of Western technology and equipment. Offers are 
sought on technology and equipment for plants for the 
production of soft packing materials; corn flakes; and 
humanized milk nutrients from cow's milk, among others. 


Copper refining and fabrication. In 1974 production 
of refined copper is to increase by 29% to 206,000 metric 
tons, and Poland eventually plans to become one of the 
world's major copper exporters with annual production of 
over 400,000 tons. This program will require investments 
estimated at about $1 billion, of which Poland hopes to 
obtain $200-300 million in the United States. 
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